Abstract. The study aims to assess Islamic financial literacy among the residents of Lahore and to investigate how it influences adoption of Islamic banking services. A survey research design is used; the sample size for the study was 300, which included 230 males and 70 females. Purposive and convenience sampling techniques were used for sample selection. A survey questionnaire designed through a systematic assessment of the literature and identification of important concepts in relevance to Islamic banking was used for data collection. Analysis was done on SSPS and AMOS using structural equation modeling and other related interventions. The results show that majority of the participants have concerns about the legitimacy of Islamic banking services, the customer quality, quality of services and products, legitimacy of the Islamic banking system as operated, and the related factors. Further, it was found that the level of educational attainment among the masses, customer services, service quality, and legitimacy of Islamic banking influence the rate of adoption of Islamic banking services. The State Bank of Pakistan and other regulatory bodies should promote Islamic financial literacy and Islamic banking products' awareness among customers to increase adoption of Islamic banking services.
INTRODUCTION
In the span of the past few decades, a major and dynamic change has been seen in the banking environment. Financial systems have become more competitive with the passage of time. Islamic banking system has been evolving rapidly over the last three decades. It is one of the most dynamic systems that have emerged in the present times, and has been able to capture the interests of millions of individuals around the world (Atkinson & Messy, 2011) .
Both Islamic and contemporary economists have shown an interest in this system due to its core tenets and features. Despite of the fact that most of the Islamic banks are located within the Middle East and Islamic countries, a large number of international conventional banks have shown an interest in the Islamic banking system. Islamic financial products have been increasing in terms of their demand and range. The interest of Muslims in Islamic banking is based on avoidance from "Interest" that is the core feature of it. The conventional banking systems are based on using interest for funding their business ventures. However, Islamic banks claim to be free from such measures and principles. Islamic banking operates on the use of profit and loss sharing and trading that claims to be free from all forms of interest.
The large-scale prevalence of Islamic banks is the main reason for which this research has been undertaken. However, the present study is also aimed at investing the level of Islamic financial literacy that exists within Pakistan.
Prevalence of Islamic Banking Services
There is a strong rationale behind the prohibition of interest in Islam. A large number of Islamic economists have conducted studies with the aim of assessing the ideologies and rationales behind the prohibition of interest in Islam (El-Gamal, 2001; Siddiqi, 2004) . Also, the importance of profit and loss sharing principle in Islam has been assessed (Ahmad, 2010) .
Financial Literacy and its Relevance to Islamic Banking
Financial literacy refers to the level of understanding, awareness, and knowledge people have about the use of financial instruments. Consumers of Islamic banking can be empowered to make informed and more strategic financial decisions through increasing their financial literacy. The financial industry in Muslim regions has been flooded with numerous financial instruments both of conventional and Islamic categories. These instruments have been designed to target Muslims as well as Non-Muslim consumers (Chong & Liu, 2009) . Hence, it is important for these individuals to have an understanding about these instruments, the differences, the mode of action, the profit and loss sharing mechanism, risk transfer, and how interest, in any form, is not being used in such systems.
The core area of the present investigation is Islamic Financial Literacy. In this regard, the level of financial literacy in terms of Islamic banking in Pakistan and a number of other Muslim countries has been reported weak (Kayed, 2008) . However, the evidence in this regard is not sufficient due to which there is a need for conducting more detailed investigations (Hassan & Bashir, 2003) . It can be argued that there is a lack of awareness among a wide range of Muslim factions about Islamic banking and other forms of Islamic financial literacy.
Research Gap
It is critical to note that a large population in Muslim countries, including Pakistan, does not have a clear understanding about Islamic banking services (Khattak, 2010; Lee & Ullah, 2010) . The level of ambivalence, their queries and concerns about Islamic banking, their misconceptions, expectations about service quality, and the determinants of the choice of Islamic banking in comparison to conventional banking have not been effectively explored. There is a gap in literature in terms of awareness and understanding about Islamic banking services.
Aims and Objectives
The Objective of this paper is:
• To estimate and assess the level of Islamic financial literacy among the residents of Lahore.
• To identify the determinants of Islamic financial literacy.
• To investigate the importance of Islamic financial literacy in influencing consumers towards Islamic banking services. First section of the study introduces the topic being explored. Second section gives literature review, third section presents the conceptual framework, fourth section presents the research methodology, fifth section shows the results and interpretation while the section six concludes the research and provides recommendations and directions for future research. Akhtar (2007) defined financial literacy as a measure of the level or degree to which one has an adequate level of understanding about key financial concepts, measures, and approaches and possessing the ability and confidence to manage ones personal finances in the short and long run keeping in view the changing economic conditions.
LITERATURE REVIEW Defining Financial Literacy

Islamic Financial Literacy
Currently, there is no commonly accepted definition of Islamic Financial Literacy. However Rahim, Rashid, and Hamed (2016) proposed a conceptual definition of Islamic Financial Literacy by keeping a close relationship with the general definition of financial literacy and defined it as "the ability of a person to use financial knowledge, skill, and attitude in managing financial resources according to the Islamic teachings".
Measurements of Islamic Financial Literacy
It has been determined that the assessment of Islamic financial literacy involves an evaluation of the interest-free principle. Another important assertion in terms of measurement is that buying shares with a short level of price fluctuation is not speculation and therefore allowed in Islamic banking (Hasan & Asutay, 2011) . Islamic banking is focused on investing money on the basis of profit and loss sharing methods. These institutions are focused towards providing a higher level of lease financing, trade financing and industrial financing; it is another aspect of Islamic banking.
Other important aspects of Islamic financial banking are mud .ā rabah 1 and qard . al-
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h . asan 2 . People at large do not understand-mechanism of Islamic banking services due to which they are less interested in using those services. As a result, the chances for Islamic banks to go into loss increase as they are unable to target a large population (Haron & Azmi, 2009 ).
Decision-Making in Choice about Islamic Banking
Studies have identified a wide range of factors that are important in terms of choosing Islamic banking. A core aspect central in terms of this decision-making is Service Quality. It should be noted that service quality is an important aspect and a source of competitive advantage for banks. Managers of financial institutions and bodies put a great deal of emphasis on service quality (Al-Tamimi & Kalli, 2009 ). Dusuki and Abdullah (2007) had reported that service quality, conformity with the principles of Islamic Sharī'ah, and the level of financial reputation of an Islamic bank were important determinants of the choice of Islamic banking.
CONCEPTUAL FRAMEWORK
In order to measure Islamic financial literacy and its effects on adoption of Islamic banking services, a conceptual model has been derived. The Figure 1 depicts independent variables that are Islamic banking and financial service knowledge, role of Sharī'ah Board, customer dealings, objectives of banking and financial institutions, Islamic banking and financial services, role of religion, legitimacy of Islamic financial systems, and customer satisfaction while adoption of Islamic banking services is the dependent variable.
The foundations of Islamic Banking theory are in the Sharī'ah Law. The Sharī'ah law, in terms of Islamic banking, is based on the idea that interest is prohibited because it has a wide range of negative effects on the society including: increase in poverty, unequal distribution of wealth, variance in purchasing power, credit crisis, and exploitation of individuals at the hands of creditors (Haron & Azmi, 2009 
RESEARCH DESIGN AND METHODS
Research Design
The study used descriptive survey research design and structural equation model. This design was suitable for the purpose of documenting the views and opinions of individuals about Islamic banking (Amin & Isa, 2008) .
Sample Plan
The targeted population for the research was Lahore. Convenience and purposive sampling techniques were used for sample recruitment and selection by approaching business and commerce students who had a bank account in any conventional or Islamic bank. 330 questionnaires were distributed out of which 316 were received. 16 questionnaires were dropped from the analysis during data cleaning process. Out of 300 questionnaires, 230 were males and 70 were female university students employed at different organizations in Lahore. It is important to note that the inclusion criteria for the study were to recruit those who had knowledge and experience of using banking services whether it be conventional or Islamic banking services.
Questionnaire Design
The first section of questionnaire collected demographic information from the participants, while the second section sought information about Islamic financial literacy of the participants and its effects on adoption.
Model's Specification
The Structural equation model is used to assess the relationship of Adoption of Islamic Banking with that of selected independent variables. The functional form can be expressed as Adib it = α + β 1 ib&fsk + β 2 rosb + β 3 cd + β 4 obfd&fi + β 5 ib&fs + β 6 rorf + β 7 loifs + β 8 cs + e
Reliability Analysis
Reliability represents the consistency and repeatability of measurements. It provides a statistical summary which helps to estimate the consistency and reliability of respondents answers to the set of questions or measures. In order to test the reliability or internal consistency of the scales developed to measure money attitudes and behavioral biases, Cronbach's Alpha has been used in this research. It indicates the degree to which the items on a same test measure the same thing, and ranges from 0 to 1. Social and behavioral studies usually use Cronbachs Alpha as an indicator of reliability (Liu, Wu, & Zumbo, 2010) . It is suitable to use Cronbachs Alpha for the reliability of this study as it is in behavioral finance. The coefficient alpha of 0.70 or more is considered adequate for the reliability of measurements (Cronbach, 1951; Nunnally & Bernstein, 1978) . However, many other statisticians proposed that Cronbach's alpha over 0.6 is acceptable (Shelby, 2011) . This process was done using SPSS 21. 
Data Collection and Analysis
The empirical analysis for the present study was based on using a survey questionnaire on clients of the banking sector in Lahore. For the purpose of minimizing biases, the selection was done in a randomized manner. SPSS and AMOS software were used for the purpose of data analysis. The data were analyzed using SPSS 21. AMOS 21 was used to perform Structural Equation Model (SEM) analysis.
RESULTS AND INTERPRETATIONS
In this section descriptive analysis along with the results of structural equations modeling is presented.
Analysis of Demographic Variables
Data gathered on demographic variables of respondents include information regarding gender, age, and educational level. Following Table summarizes the respondents' demographics. As mentioned in Table 3 , majority of respondents were males representing 76.6%, while 70 were females representing 23.4%. Respondents of 20-24 years os age represent 35% of the total sample, 25-29 years old were 63%, and above 29 years were only 2%. As regards the qualification, 42.67% respondents were graduates, 52% M.Phil, and 5.33% Ph.D.
Results of the descriptive univariate variables are presented in Tables below. As per the results in the Table 5 , respondents who understand that the products are offered after close inspection by the Sharī'ah board are 43.7% (37.67 + 6), while only 41% (37 + 4.34) understand that the Sharī'ah boards review the new products to be launched. It implies that about 60% are not aware of the provisions of the SBP's Sharī'ah governance framework according to which all products and processes have to be reviewed and approved by the Sharī'ah boards. Similarly, about 50% know that Sharī'ah boards give Sharī'ah opinion on new product, while. only 36% believe that Sharī'ah board acts as a regulatory authority. The ratio of neutral persons (30-39%) may mean that they might not be even interested to know about the Sharī'ah advisory system. Table 9 on the role of religion in adopting Islamic banking reveals that 64% (46 + 17.67) respondents consider religion as the cause behind using Islamic banking, while 38% have the view that religion has no role in adopting Islamic banking. Similarly, 42% consider that Islamic banking was introduced because of ribā prohibition. It is a serious view in the Muslim-majority country like Pakistan. Its main cause could be the banking products that, according to many, might be a replica of the conventional banking products. Forty percent of the respondents do not agree with the statement that non-Muslims are not interested in utilizing the Islamic products and services; while 21% (16 + 4.67) respondents consider that non-Muslims are not interested in Islamic banking. Just 13% respondents have a view that Islamic banking is meant for Muslim only, 38% are neutral in this respect, while the rest 49% consider that Islamic banks are for all-Muslims and non-Muslims. Table 10 reveals that 49% (41 + 7.67) and 45% (37 + 8) respondents consider that Islamic banking and financial personnel have a proper knowledge of Islamic teachings, and that Islamic banking is working according to the Islamic principles, respectively. Those who consider that rules and regulations given by the Sharī'ah experts are according to Qur'ān and Sunnah are 49% (41.67 + 7.67), while 22% consider that the opinion by the Sharī'ah scholars might not be according to the Islamic principles. 45% (39 + 6) respondents believe that Islamic banking system is in accordance with the norms of Islam and also according to the customers preferences; while 21% (18.67 + 2.66) are of the view that the Sharī'ah norms and the client's preferences are not implemented. While 42% respondents believe that Islamic banking and financial institutions are investing in less risky options; about 18% (16 + 2) have an opposite view. The percentage (40%) of neutral respondents in this regard reveals those who have no idea about risk assessment in the banking system. Thirty eight percent (29.34 + 8.67) have a belief that by adopting Islamic banking customers they indulge in Islamic business; 30 percent disregard this concept, while 32% are neutral in this regard. respondents are not aware of transparency in Islamic banking system. Out of the total, 51% (45 + 6.33) respondents understand that Islamic banks provide assurance, reliability and empathy as significant factors for CS; 15%(1.34 + 13.33) do not think that assurance, reliability and empathy are significant factors. The respondents who consider that product and services of Islamic banking are more expensive than those of conventional banking system are 27% (22.67 + 4%), while 36% (10.67 + 25) are of the view that Islamic banking services are not more expensive. Table 12 on adoption of Islamic banking shows that 71% (50.67 + 20.67) respondents are willing to switch to any h . alāl Islamic banking product which is of the same quality of conventional banking services (in terms of rate). If we also consider neutral respondents in this regard, it would mean that 29% (3.33 + 15 + 10.33) are not willing to switch to a h . alāl Islamic banking product. The respondents who consider that the perception, "Islamic banks don't completely follow Islamic principles" acts as a barrier to the adoption of IB are 63% (54 + 9). Those who are willing to switch to a profit and loss agreement where they might incur any losses are 34% (29.33 + 4.67). Survey also denote that 44% (26.33 + 17.33) respondents are willing to adopt Islamic banking system without credit facilities. If the neutral respondents are also taken as non-willing respondents, it would mean that 56% (18.33 + 4 + 34) respondents are reluctant to adopt Islamic banking facilities without financing facilities by the Islamic banks. Value: 0.871 Table 13 shows different goodness of fit statistics of the model. Chi-square test is a conventional model to test the model fit but there are several limitations attached to it. Sample size and assumption of multivariate normality sometimes give us significant p-value of Chi-square (McIntosh, 2007) . Further, RMSEA test's value lies between 0.05 and 0.08, which, according to Hutchinson and Olmos (1998) shows a reasonable fit while MacCallum, Browne, and Sugawara (1996) consider it a good fit. Values of CFI and TLI lie between 0 and 1. Value closer to 1 indicates a better fit, where value ≤ 0.90 indicates a reasonable fit and their value ≥ 0.95 indicates a good fit. In the Table, above CFI is depicting a better fit and TLI is depicting a reasonable fit of the model (Bentler, 1990; Hu & Bentler, 1999) . Dependent variable: Adoption *(significant at 10%), **(significant at 5%), ***(significant at 1%) Table 14 shows that IB&FSK, CD, RORF, LOIFS, and, CS have a positive relationship with adoption whereas ROSB, OBFD&FI, and IB&FS have a negative relationship with adoption. 1 unit increase in IB&FSK will increase ADIB by .1222 while 1 unit increase in ROSB will cause a decrease in ADIB by .0136. Similarly, 1 unit increase in cd will increase ADIB by .224, while 1 unit increase in OBFD&FI will decrease the ADIB by .320, 1 unit increase in INIB&FS will decrease the ADIB by .046, 1 unit increase in ROR will increase ADIB by .164, 1 unit increase in LOIFS will increase ADIB by .596 and 1 unit increase in CS will increase ADIB by 0.172.
Structural Equations Modelling
Interpretation
p-values of IB&FSK, CD, ROR, and LOIFS are less than 0.05 and of CS is less than .1, depicting that these variables are significant in terms of impact while all other variables are insignificant. R-square illustrates 56% variation in dependent variable, i.e., adoption is explained by independent variables collectively.
Discussion
The overall results of all the Tables indicate that 40% respondents have the knowledge of Islamic banking and financial services, while 60% are not aware of the Islamic banking sys-tem. Secondly, 43% respondents are satisfied with the ROSB, while 57% are unsatisfied. Thirdly, around 50% respondents believe that Islamic banking and financial institutions are focused on their principle objectives. In addition to this, 53% respondents understand that Islamic banking institutions are competent to provide all required financial services. Only 42% respondents believe that the religious factor is a baseline for the adoption of Islamic banking while 58% do not accept that religious factor has any importance behind the adoption of Islamic banking. Moreover, 45% respondents approved the LOIFS. Survey also reveals that 63% respondents were not satisfied with the customer dealing services of Islamic banks. Lastly, the survey also implies that 53% respondents are prepared for the adoption of Islamic banking system. Amongst all variables, IB&FSK, CD, and the RORF are statistically significant at 5% whereas LOIFS and CS are significant at 1% and 10% level of significance respectively. Whereas the ROSB, OBFD&FI, and IB&FSK are insignificant. Positive relationship between IB&FSK shows that higher the score of participants on Islamic financial literacy, the higher is the probability for adoption of Islamic banking services. There are number of studies that have provided support for the findings of the present investigation (Bley & Kuehn, 2004) .
Another important finding was that about 50% of the respondents had some awareness about the concept of Islamic literacy and banking. More than 50% of the participants were not aware of the concepts of mud .ā rabah, mushārakah and other related core financial contracts/instruments in Islamic banking. Also, compliance with the principles of Islamic Sharī'ah is an appealing factor for those consumer segments that give importance to religion. Study conducted by Bizri (2014) that carried out a survey of Islamic banking consumers based in Lebanon provided support for the findings of the present study.
A large number of consumers prefer Islamic banking due to their desire to use financial services from an interest-free institution. They have a preference to consider banks that provide h . alāl income and profits to them in comparison to conventional banks that focus on earning money in an un-Islamic manner. For this reason, Islamic banks need to make sure that their consumers are not misled into any service without their awareness. Their confusions in terms of interest rates, profit and loss sharing, and other core Islamic financial instruments and concepts can lead to negative perceptions.
Another important finding was seen in terms of the role of the Sharī'ah Board. About 48% of the participants had shown a preference for products and services offered by Islamic banks after a thorough level of review by the Sharī'ah Boards. It implies that majority also takes into account how the products are actually applied or implemented by the banks. Further, the majority of the participants perceived that Islamic banks also tend to exploit their customers just like the conventional banks. There are some studies that have shown that a number of banks in Muslim regions are consistently using the "Islamic" labels in order to attract new customers. However, a number of them do not comply with the principles of Islamic Sharī'ah. Mohieldin (1997) had reported that banks in countries like Egypt invested 20% of their money in murābah . ah contracts while about 80% in conventional banks that operate on interest. Such violations had a negative impact on consumers perceptions and they were not able to understand the differences between Islamic banking and conventional banking.
It was also found that almost all participants were interested in using Islamic banking because of the prohibition of ribā. The findings are in accordance with a great deal of literature on this area which asserts that more than 90% of individuals using Islamic banking are Muslims and prefer to use it because of the prohibition of ribā. Other important determinants identified in the present investigation were the quality of customer services, legitimacy of the Islamic banking system, and other related factors that have a significant role to play in terms of influencing customers to adopt Islamic banking services.
The results of SEM have also showed that with an increase in educational attainment, service quality, religious compliance, and legitimacy of the Islamic banking systems, an increase will be seen in the adoption rates of Islamic banking. The literature that has provided support for these findings is extensive in nature.
CONCLUSION
The study has established that Islamic financial literacy is an important indicator of adoption of Islamic banking. The level of adoption has been slow due to the lack of awareness and education among the masses. The main objective of this research is to determine the awareness, understanding, and perception of Islamic banking products and services and their effect with regard to adoption. This study has a total of 300 respondents. It can be concluded that the conventional banking sector in Pakistan is quite competitive and has been able to maintain a large customer base. Islamic banking in comparison has not been able to effectively penetrate the market. Islamic banks in this regard need to incorporate a wide range of awareness creation and educational measures for increasing the rate of adoption. It is also critical for them to provide high quality, legitimate, h . alāl, and wide-spanned services in order to become profitable and in order to attract a large customer base.
More specifically, 50% of the respondents were aware of Islamic banking services but most of them were not aware of the different concepts used in Islamic banking. About half of the population scores low on Islamic financial literacy. A majority of the participants had concerns about the quality of services and financial instruments offered by Islamic banks.
Policy Implications and Limitations
Adoption of Islamic banking can be increased with an increase in education, financial literacy, improved customer services quality, and legitimacy of banking services in terms of compliance with the principles of the Sharī'ah. So, the State Bank of Pakistan and other regulatory bodies should promote Islamic financial literacy and Islamic banking and finance products' awareness among the customers. The study used quantitative data analysis due to which the exact reasons behind the lack of awareness cannot be assessed. Also, the sample size was limited to Lahore city, that too of University graduates due to which the external validity or generalizability of the study can be questioned. Particularly, the Sharī'ah scholars, the business community, and the general public are not covered under the sample.
Future Research
• Future studies on this area can be conducted for assessing causal factors behind customer preferences about Islamic banking, also including the rural area's population.
• Mixed method designs and approaches can be used for effective research findings.
• Future studies should target multiple cities and regions in Pakistan with broader coverage of all major groups for obtaining more generalizable results.
